Development with and beyond the market: in search of economically rational alternatives to neo-liberalism by Burgess, Michael
University of Wollongong 
Research Online 
University of Wollongong Thesis Collection 
1954-2016 University of Wollongong Thesis Collections 
2000 
Development with and beyond the market: in search of economically 
rational alternatives to neo-liberalism 
Michael Burgess 
University of Wollongong 
Follow this and additional works at: https://ro.uow.edu.au/theses 
University of Wollongong 
Copyright Warning 
You may print or download ONE copy of this document for the purpose of your own research or study. The University 
does not authorise you to copy, communicate or otherwise make available electronically to any other person any 
copyright material contained on this site. 
You are reminded of the following: This work is copyright. Apart from any use permitted under the Copyright Act 
1968, no part of this work may be reproduced by any process, nor may any other exclusive right be exercised, 
without the permission of the author. Copyright owners are entitled to take legal action against persons who infringe 
their copyright. A reproduction of material that is protected by copyright may be a copyright infringement. A court 
may impose penalties and award damages in relation to offences and infringements relating to copyright material. 
Higher penalties may apply, and higher damages may be awarded, for offences and infringements involving the 
conversion of material into digital or electronic form. 
Unless otherwise indicated, the views expressed in this thesis are those of the author and do not necessarily 
represent the views of the University of Wollongong. 
Recommended Citation 
Burgess, Michael, Development with and beyond the market: in search of economically rational 
alternatives to neo-liberalism, Doctor of Philosophy thesis, Department of Science and Technology 
Studies, University of Wollongong, 2000. https://ro.uow.edu.au/theses/1709 
Research Online is the open access institutional repository for the University of Wollongong. For further information 
contact the UOW Library: research-pubs@uow.edu.au 

Development with and Beyond the Market 
In Search of Economically Rational Alternatives to 'Neo-Liberalism' 
A thesis submitted in fulfilment of the requirements 
for the award of the degree of 
Doctor of Philosophy 
from 
The University of Woliongong 
by 
Michael Burgess, BA (Honours) 
Department of Science and Technology Studies 
2000 
Contents 
List of Figures viii 
List of Tables ix 
Declaration x 
Author's Publications Relating to this Research Topic xi 
Acknowledgements xii 
Abstract xiii 
List of Abbreviations and Acronyms xv 
Chapter 1 - Introduction 1 
1. Background to the Thesis 1 
2. Thesis Aims, Structure and Relevance 7 
3. Methodology and Epistemology 11 
4. Outline of Chapters 15 
Chapter 2 - Dependency and Neo-dependency Perspectives 20 
Introduction 20 
1. Development Economics to Dependency Theory 21 
2. Over-Generalisation 27 
3. Colonialism and Underdevelopment 29 
4. Dependency and Underdevelopment 31 
5. Foreign Investment 32 
6. The Declining Terms of Trade Thesis 34 
7. Comparative Study: Malaysia and Sri Lanka 38 
7.1 Background 38 
7.2 Welfare Spending and Social Gain 41 
7.3 Welfare Spending and Long-Run Growth 42 
7.4 The Role of Politics, Ideology and Culture 44 
8. Responses to a Deteriorating Research Programme 46 
u 
8.1 Returning to First Principles 46 
8.2 Neo-Dependency Perspectives 4 7 
9. Conclusion 49 
Chapter 3 - Mainstream Economics 53 
Introduction 53 
1. The Evolution of Neoclassical Theory 54 
1.1 The Marginalist Revolution 54 
1.2 Welfare Economics 56 
1.3 Keynesian Economics 58 
2. Some Heroic Assumptions 62 
2.1 The Pursuit of Self-interest 62 
2.2 Rationality and the Information Environment 64 
2.3 Revealed Preferences 66 
3. Technological Change, Iimovation and Long-Run Growth 68 
3.1 Economists and Technology 68 
3.2 'Creative destruction'and 'Cumulative change' 70 
3.3 Macro Spillovers and Multiple Equilibria 74 
4. Neoclassical Revisionism 76 
5. Why a Sceptical Attitude is Still Justified 80 
5.1 The Continuing Neglect of Hard-to-Model Factors 80 
5.2 Why Did It Take so Long? 87 
5.3 Several Reasons why Krugman 's Analysis Is Misleading 91 
5.4 Rational Expectations Analysis and the New Classical School 92 
5.5 New Keynesian Economics 94 
6. Conclusion 97 
Chapter 4 - The NIC Experience 100 
Introduction 100 
1. Structural Change in Korea and Taiwan 102 
1.1 The Agricultural Sector 102 
1.2 Export-Oriented Industrialisation 104 
1.3 Heavy and Chem ical Industry Policy in Taiwan and Korea 105 
2. The Role of the State 108 
2.1 The Development State 108 
2.2 The Not so Capable and A utonomous State 109 
2.3 Costs and Effectiveness of Industry Policy 111 
m 
2.4 External Influences and the Curse of Abundant Resources 114 
2.5 The Recent Economic Crisis 116 
2.6 How Strong and Capable Does the State Really Need to be ? 120 
2.7 Summary 123 
3. The World Bank's Response to the ' Statist' Challenge 124 
3.1 The Findings of the EAM Report 124 
3.2 Industry Policy 126 
3.3 Summary 129 
4. The 'Input Driven Growth Thesis' 129 
4.1 Input Growth and Allocative Gains 129 
4.2 Accounting for Growth 132 
4.3 Krugman's Input into the Debate 136 
4.4 Why Krugman Overstates His Case 137 
5. Conclusion 141 
Chapter 5 - International Trade and Globalisation 146 
Introduction 146 
1. Globalisation in Perspective 149 
1.1 The Neo-Liberal View of Globalisation 149 
1.2 The Not So Global Economy 151 
2. Ideologies of Globalisation 15 7 
2.1 The Notion of National Economic Competitiveness 157 
2.2 Krugman's Critique ofThurow 159 
2.3 Variations on a Theme 161 
3. Trade with Low-Wage Economies 163 
3.1 Woods'Thesis 164 
3.2 Consequences for Unemployment and Inequality 165 
3.3 Alternative Explanations 167 
3.4 Evaluating Wood's Thesis 169 
3.5 The Disappearing Middle 170 
3.6 Additional Problems with Wood's Model 171 
3.7 The Continuing Relevance of Keynesian Economic Perspectives 174 
4. Conclusion 179 
Chapter 6 - Agricultural Change and Modernisation: Some Misconceptions 184 
Introduction 184 
IV 
Part 1 - The Cash-Crop Debate 185 
1. Background 185 
2. Just What is a Cash Crop? 187 
3. Food Self-Reliance 188 
4. Declining Terms of Trade 191 
5. Export Success and Food Production 192 
6. Cash-Crops and the Environment 193 
7. Golden Age Fallacies and other Romantic Notions 194 
8. 'Alternative Developmentalism' 196 
Part 2 - Case Study: India's Green Revolution 199 
Introduction 199 
1. Background 199 
2. The Green Revolution's Conception 201 
2.1 The Role of External Actors 201 
2.2 The Green Revolution's Architect 202 
2.3 Policy Initiatives 203 
2.4 Political Manoeuvring 203 
2.5 Wider Influences on Policy 205 
2.6 The Role of Domestic Interest Groups 206 
3. The Green Revolution's Impact 207 
3.1 The Lack of Comparative Research 207 
3.2 The Impact on Small Farmers 209 
3.3 The Green Revolution and the Environment 210 
3.4 Industrial Deceleration and Class Conflict 212 
Chapter 7 - Bringing in the Environment 220 
Introduction 220 
Part 1: Development and the Environment 222 
1. The Dangers of Exaggeration 222 
2. Trade-Offs 224 
3. Taking Refuge in Vague Rhetoric 226 
4. Green Variations on Some Problematical Themes 228 
5. Environmental Economics 231 
5.1 Alternatives to Protectionism and Excessive Regulation 232 
5.2 The Need to Apply Economic Theory Pragmatically 234 
Conclusion to Part 1 236 
Part 2: Case Study: India's Social Forestry Program 237 
Introduction to Part 2 237 
1. Background: India's Environmental Movement 238 
2. The Social Forestry Program 245 
2.1 Aims 245 
2.2 Criticisms of the Program 246 
2.3 Problems with the Program 247 
2.4 The Input of Leading Critics 249 
3. Conclusion to Part 2 254 
Chapter 8 - 'Appropriate Developmentalism' in Perspective 256 
Introduction 256 
Part I - Case Study: The Appropriate Technology Debate 258 
1. Background 258 
2. Technological Determinism 260 
3. The Impact of Scale on Employment and the Environment 263 
4. The Similarities between AT Advocates and other Technological Determinists 264 
5. Economic Naivete 265 
6. The Open Pan Sulphitation (OPS) process 266 
Part 2 - Agricultural-Led Growth 268 
1. Background 268 
2. Neoclassical Perspectives 271 
3. The Need for a more Multifaceted Approach 274 
4. The Mellor School 275 
5. The Lipton School 276 
6. Institutional Constramts 279 
7. Long Chains of Reasoning 281 
8. The Taiwanese Experience 285 
9. Maximising the Positive Consequences of Investment 289 
Conclusion 292 
Chapter 9 - Rural/Urban Relationships 294 
Introduction 294 
Part 1 - 'Urban Bias' and the Developing World 295 
1. Lipton and his Critics 295 
VI 
2. Bates' Rational Choice Model 299 
3. Factors Which Fall Outside the 'Urban Bias' Framework 301 
4. Urban Bias and India 303 
Part 2 - Beyond the Rural/Urban Divide 306 
Introduction 306 
1. Changes in Transport and Communication 306 
2. Questioning Conventional Assumptions 308 
3. Bray's Thesis 309 
4. The 'Desakota' Concept 310 
5. Population Growth and Technological Change 312 
6. The Diverse Nature of Wet-Rice Economies 314 
7. Rural/Urban Transformation 316 
Conclusion 318 
Chapter 10 - Conclusion 321 
Introduction 321 
1. The Limits of Economic Liberalism 321 
1.1 Neoclassical Revisionism 323 
1.2 From Market Efficiency to State Failure 324 
2. The Struggle to Respond Effectively to Neo-Liberalism 325 
3. The 'Statist' Challenge 326 
4. Globalisation and International Trade 332 
5. The Search for More Equitable and Sustainable Development 336 
6. Appropriate Developmentalism 342 
7. Alternative Developmentalism 346 
8. Rural-Led and Small-Sector-Led Development Strategies 348 
9. Beyond the Rural/Urban Divide 354 
10. Conclusion 356 
Bibliography 358 
vn 
List of Figures 
Figure 2.1: Malaysia and Sri Lanka, GNP Per Capita Income 1994 39 
Figure 2.2 Welfare and Defence Expenditure in Sri Lanka (% of GDP) 43 
Figure 4.1: Nominal Rates of Agricultural Protection (%) 110 
Figure 4.2: NIEs Income as a Percentage of Korea's Income 123 
Figure 5.1: Median Pay of Full-Time Workers with Less than High School Diploma 173 
Figure 6.1: China and India Comparison (1980-89) 191 
Figure 6.2: Trends in Infrastructure Investment 215 
Figure 6.3: Total Factor Productivity Indices 216 
Figure 7.1: Wholesale Price Per Quintal of Ragi and Rice (Coarse) 251 
Figure 7.2: Aimual Average Retail Price in Rupees of Ragi and Rice (Fine) 252 
Figure 8.1: Agricultural-Led Growth 275 
Figure 9.1: Rural/Urban Comparisons 304 
vni 
List of Tables 
Table 2.1: Average Annual Percentage Growth Rates 
Table 2.2: GNP Per Capita Income Estimates for Selected Countries (1994) 
Table 2.3: Net Foreign Direct Investment (FDI) for Selected Countries 
Table 2.4: Percentage Share of Primary Exports in Total Exports 
Table 2.5: Sri Lanka: Social Indicators for Selected Years 
Table 4.1 Types of financial regulation - objectives and policy instruments 
Table 4.2: Actual Share of GNP Originating in Selected Manufacturing Sectors 
(as represented as a multiplication of predicted share) 
Table 4.3: Contribution of TFP to Growth 1970-1990 (percentage) 
Table 4.4: TFP Growth Rates for NICs and Selected Countries (% per annum) 
Table 4.5: Relative Contributions of the Sources of Growth 
Table 4.6: Sources of Growth via Conventional Assumptions 
Table 4.7: Relative Contributions of the Sources of Growth: Non-
Conventional Estimate 1 (Periods as Table 4.6) 
Table 4.8: Relative Contributions of the Sources of Growth: Non-
Conventional Estimate 2 (Periods as Table 4.7) 
Table 5.1: Merchandise Exports as a Percentage of GDP 
Table 5.2: Exports as a Percentage of GDP, 1950-1994 
Table 7.1: Production of Ragi in the Kolar District (1977-78 - 1980-81) 
Table 7.2: Production of Ragi in the Kolar District (1975-76 - 1984-85) 
Table 8.1 Investment Cost Per Ton of Nitrogen Capacity, 1950-70 
Table 8.2: Agricultural and GNP Per Capita Statistics for Selected Countries 
Table 8.3: Agricultural Production in Selected SSA countries 
Table 8.4: Small and Medium Size Businesses in Taiwan (1992) 
Table 8.5: Percentage Distribution of Manufacturing Value-Added by Firm Size (1973) 
IX 
Declaration 
This work has not been submitted for a degree to any other university or mstitution. 
/ ^ ^ CA.' 
MICHAEL BURGESS 
Author's Publications Relating to this Research Topic 
Burgess, M. 1994. 'Review Article: The World Bank - The East Asian Miracle.' Asian 
Studies Review 18 (3): 147-155. 
Burgess, M. 1993. 'Aid and Third World Development: A Critique of Dependency Theory 
and the Role of Non-Government Organisations.' Current Affairs Bulletin 69 (12): 21-27. 
Burgess, M. 1992. 'India's Social Forestry Program.' Economics Division Working Paper, 
92/2, Research School of Pacific Studies. 
Burgess, M. 1992. 'Environmentalism and the Third World.' SUPRA Postgraduate 
Conference Papers, Sydney University. 
Burgess, M. 1990. 'The Greening of Development Theory.' Australian Development Studies 
Network, Briefing Paper No. 17 f Oct.), AustraUan National University. 
XI 
Acknowledgements 
In completing this thesis, I am indebted to several individuals. First and foremost, I am 
indebted to my wife, Suklii for her love, support and forbearance over the years. Special 
tribute must also be paid to David Mercer for taking over the task of supervismg my thesis 
at a late stage in its development and for the time, effort and insight he put into this task. I 
am also gratefiil for the critical input of my previous supervisor Stewart Russell. He also 
took over the task of supervising my thesis at a relatively late stage in its development. 
Finally, I am gratefiil to the Australian government, and the Australian taxpayer, for 
providing me with a three-year postgraduate scholarship. 
xn 
Abstract 
The world-wide trend over the last quarter of a century has been towards allowing markets 
much greater freedom to allocate resources. Unlike many in the community, economists 
have generally been enthusiastic about this trend. In fact, not only have the majority of 
economists been strongly supportive of economic reforms such as financial deregulation 
and tariff reduction, they have also demonstrated a remarkable degree of faith in the value 
of the narrow neoclassical economic approach to addressing policy dilemmas. This has 
meant, among other thmgs, that they have lacked an adequate framework for dealing with 
some important factors influencing the long-term evolution of economies, such as 
technological change. 
In recent years, economists such as Paul Krugman and Paul Romer have taken advantage of 
developments in computer technology and the techniques of modelling, and have sought to 
develop economic models which have a more 'real world' look about them. The 
conclusions reached in some of the neoclassical revisionist literature have undermined, to 
some extent, economists' faith in the optimality of market outcomes. In the case of 
developing countries, some of the recent literature by economists can even be reasonably 
utilised to present a relatively strong case in support of a 'big push' strategy. Despite this, 
the majority of economists are still of the opinion that the potential benefits of 
interventionist policies are still not sufficient, when compared with the risks involved, to 
justify states intervening much beyond what neoclassical theorists have generally regarded 
as desirable. Among other reasons for questioning this conclusion is the fact that so-called 
new economic models still ignore, or deal simplistically with, a range of factors that have an 
important influence on the long-term evolution of economies such as institutions, fnm-
based innovation, and the role of demand. 
Among the more sophisticated and less doctrinaire critics of neo-liberal economic policies, 
significant differences exist about what needs to be done to encourage more satisfactory 
economic and social development. However, as this thesis shows, in many areas sufficient 
evidence now exists to draw some strong conclusions. In fact, the most pressing problem at 
the present time is arguably not a lack of good ideas about what is wrong with conventional 
thinking and what policy changes are required, but rather the failure of many critics of neo-
liberal economic poHcies to fiilly appreciate the unportance of these ideas. This has, if 
xni 
anything, been especially a problem m debates involving developing countries - the 
concerns of which are the main focus of this thesis. 
Initially, the main reason why so many social theorists struggled to develop a viable set of 
alternative strategies was their strong attachment to dependency theory and other equally 
flawed Marxist-mfluenced development perspectives. In recent years, critics of neo-
liberalism have sought to develop less generalised and reductionistic theoretical frameworks 
which are less prone to divorcing theorising from 'real world' issues. However, progress 
has generally been slow, and some important areas of discourse, including those involving 
globalisation, the enviromnent and rural development, still suffer from a good deal of 
confiised analysis. As this thesis shows, even the work of some of the most prominent and 
widely-respected critics of orthodox development thinking is seriously deficient in a 
number of respects. All this has provided supporters of neo-liberal economic policies within 
national and international bureaucracies and elsewhere more opportunity than they should 
have been allowed to deflect attention away from their own analytical limitations and 
ideological obsessions. 
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